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The United States arid India 


A starting-point for improving Indian-American relations: tolerance toward 
both "misunderstandings" and honest, legitimate differences of view. 


BY VERA MICHELES DEAN 


A* PERSONS charged with the conduct of in- 
ternational negotiations might benefit by seeing 
the Japanese film Rasho-Mon before they start on their 
careers. In this film a single episode in the lives of 
three human beings is shown as seen through the eyes 
of each of them and also through those of an un- 
involved witness to the event; and each of the four 
versions is entirely different. Yet each version, if not 
disinterested, is presumably at least as close an approx- 
imation to the truth as the individual can achieve 
This basic “usability of man to look at any given set 
of facts from any point of view except his own has 


tantalized other writers. Luigi Pirandelfo,; the Italian 
playwright, inquired into the subject in Right You 
Are If You Think You Are—a play in which the 
skeptical mouthpiece of the author, Laudisi, comes 
to the footlights at the end of each act with the 
exclamation: “So that’s the truth—ha! ha! ha!” 

A healthy realization that no two individuals, and 
consequently no two nations, composed of millions of 
individuals, can possibly ever see all events in exactly 
the same light would be the first step to sanity in 
international relations. At present the United States, 
which only during the past decade and much against 
its will has emerged on the world scene as a great 
power with global interests and responsibilities, has a 
tendency to assume that nations which do not see eye 
to eye with us on all major contemporary issues are 
against us. A more optimistic variant of this assump- 


tion is that nations which do not agree with us do 
Mrs. Dean, Editor at the Foreign Policy Association and 
author of several books on international affairs, was a delegate 
to the eleventh conference of the IPR at Lucknow, India, 
in 1950. Next fall she will present a course on “Contemporary 
India and its Role in Asian Affairs” at Smith College 


so only because they do not understand our motives 
and objectives, and that we can remove such mis- 
understanding by the proper deployment of propa- 
ganda machinery 

The thought seldom seems to occur here that there 
may be honest and legitimate differences of opinion 
between nations, as there are between individuals; 
and that the remedy, in such cases, is not to enforce 
our opinion upon others, but to discuss the areas of 
disagreement with the greatest possible candor and 
fairness. William H. Whyte, Jr., in an article which 
should be required reading for all those engaged in 
tilling the field of international affairs, warns in the 
March issue of Fortune against our predilection for 
what he calls “Groupthink.” “People,” he writes, “do 
not always argue because they misunderstand one 
another; they argue because they have different goals. 
These will always be a matter of debate, and at- 
tempts to evade it through ‘non-partisan’ communica- 
tion or ‘education’ programs simply beg the question.” 

The need for respecting honest and legitimate dif- 
ferences of opinion exists in our relations with all the 
countries which, as a result of seismic changes in the 
balance of power during the past half-century, have 
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amounts granted by the to other cour 
tries, or when measured by the high stakes to be wo 
on n India and, through India, in the rest of 
Asia Nor would India have been so receptive 
ceptance of our grant if political strings, such 

been attached to grants proffered to Iran, Bur 
Indonesia, had been involved 


The success of Mr Bowl 


which few Americans 


is due to a very simple 


thing, but one abroad have 


found it po sible to do He has simply acted 
decent American who believes in practicing the 
we preach and propagate, and is ready to res 
ideas of another nation, ever he may not 
agree with then This nula may seem platitudi 
ous, Yet it is the seed—and over the long run the « 


seed——-fror which a sound relationship can grow 


and develop with any country, but particularly with 
countries like India which do not have a happy ree 


lection of past contacts with the West, and therefore 


feel skeptical about all Western promises and proposals 
until they have had time to test them by actual pet 
formance 

The United States, before 1945, had only tenuou 
and for the most part sentimental, relations with India 
To the average American—as to the average Indian 
India’s fundamental problem was its domination by 
Britain, which our anti-colonial tradition cast in the 


role of colonial devil. Like the Indians, we assumed 


that once Britain had withdrawn, and India had 
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chieved independence, all its diffi ulties, including 
the overwhelming poverty of most of its people would 
be removed. Yet no sooner did India become inde- 
pendent in 1947, following a painful and bloody par- 
tition of the subcontinent which was a tragic blow 
to the Congress Party and brought about grave econ- 
omic and political friction betwen India and Pakistan, 
than many Americans began to criticize Prime Min- 
ister Nehru for what was regarded as his “failure” to 
olve, within a few years, the accumulated heritage of 
‘ntury-old problems and, at the same timc, to align 
Indi i 
the West against the USSR 


regard it as extraordinary 


without a moment's hesitation, at the side of 
Future historians will 
that Americans who had semed so sympathetic about 
India’s grievances against Britain often proved slow 
to understand that the experience of Western imper- 
ialism which they themselves had castigated would, at 
the very least, cause India to be cautious about future 
commitments to the West 


real miracle is that India found it possible to make 


To a neutral observer, the 


the transition from the status ‘of colonial subject to 
that of independent nation with so little residue of 
bitterness toward the British; and, in fact, as soon as 
Britain had withdrawn, India found within itself the 
moral strength to admire and apply those features of 
British administration which it regards as valuable 
for its own development 

India’s willingness to accept what was good in Brit- 
iin’s contribution, instead of rejecting it in toto as 
some other colonial or semi-colonial nations have been 
inclined to do, may well prove to be its greatest safe- 
guard against political extremism such as emerged in 
Russia and China 
alleged procrastination in embracing the West, Amer- 


Instead of criticizing India for its 


icans would do well to recognize its achievement in so 


rapidly healing the scars left by experience with 


colonialism 
Racialism: A Crucial Challenge 

Perhaps the most painful of these scars, and cer- 
tainly the one it most behooves us to understand, is 
that of racialism, Nothing is gained by trying to over- 
look it, or by answering Indian questions concerning 
the treatment of our Negro fellow citizens by deroga- 
tory remarks about India’s caste system. The fact must 
be squarely faced that the white man, viewing the 
non-white as “the lesser breed without the law,” even 
where he showed the greatest degree of administrative 
benevolence and respect for native cultures, neverthe- 
less created a ghetto-like relationship between whites 
and non-whites. Difficult and destructive of human 
values as segregation may be in a country where non- 
whites are at least legally co-citizens of the whites, it 
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becomes intolerable in areas of the world where it is 
enforced by white rulers on non-white subjects. Both 
the Judeo-Christian tradition and the ideals of West- 
ern democracy contradict this relationship, and sooner 
or later make it as untenable for the ruler as for the 
ruled 

Where the ruler, as the British did in India, volun- 
tarily withdraws, the resulting psychological release for 
both whites and non-whites—the feeling of mutual lib- 
eration for the development of really fruitful coopera- 
tion—is so great that it has to be seen to be believed 
Where the ruler, as the whites of South Africa, firmly 
reinforced by the Dutch Reforrned Church, insists on 
enforcement of increasingly rigid “apartness” by a 
white minority over a non-white majority, the only 
ultimate outcome must be catastrophe. It is not an 
accident that India, with 300,000 Indians living in 
South Africa, should take a vigorous stand on the 
issue of racialism, and should question the sincerity 
of British and American professions of faith in racial 
equality as long as the two English-speaking powers 
refrain from urging the government of Premier Daniel 
F. Malan to alleviate his racial policy. 

Nor should we be surprised that the first question 
most Indians ask concerns our own treatment of non- 
whites in our midst, most of all Negroes. We have a 
story to tell in answer of which we do not need to be 
ashamed. In recent years vast progress has been achieved 
here, most of all in the South, in improving the lot 
of our Negro fellow-citizens—and this story has not 
yet been adequately told abroad by the United States. 
But most of us would admit that much remains to be 
done, and we should rot be troubled if we are critic- 
ized for what we have left undone. 

Much can also be accomplished by sending to India 
and other Asian nations those American Negro lead- 
ers who can be particularly helpful to underdeveloped 
countries, notably health, 
social welfare, and the acquisition of various technical 
skills. But the moment we think of sending American 
Negroes to Asia, we realize that even today, with all 
the advances we have registered in the past decades, 
the number of Negroes educated at a level compar- 
able to that of white Americans is still pitifully small 
We all admire Ralph Bunche and shower him with 
well-deserved honors but a great nation like the 
United States should have dozens of Ralph Bunches, 
not just one, 


in agriculture, education, 


In this respect India’s legitimate concern with racial 
equality, sharpened by its colonial experience, has be- 
come a litmus test of the genuineness of our own 
dedication to our ideals. Instead of displaying a fret- 
ful sensitiveness about Indian questions on this subject, 
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as some Americans are apt to do, we should accept 
the issue as a great challenge to accomplish in the 
next half-century what we set out to do in 186! 

Quite aside from « onsiderations of politics and strategy 
we owe this to our children. For in the world of the 
future, the majority of the peoples wielding power will 
be non-white, and the whites will be the minority. It 
serves us little to talk of “tolerance” toward non- 
whites. The term should be eliminated from discus- 
sions of racial problems: for how would we like to be 
“tolerated” in the year 2000? Upon our capacity to 
live and work on terms of equality with the non-whites 
of the entire world will depend the survival of the 
United States. And in this task we can greatly profit 
by our experience in working with the Indians, whose 
magnanimity toward the white colonizer offers us an 
opportunity not always open in other non-white coun- 
tries . 

For our part, we have the right to ask that our 
Indian friends examine our record of race relations 
more carefully and calmly than they have done in 
the past, and judge us not in terms of their colonial 
experience with the British, but in terms of the special 
problems we face in a nation where we are engaged 
in the unique undertaking of seeking, however wide of 
our target we may yet be, to assure equality to whites 
and non-whites, bound together by the rights and 
obligations of a common citizenship. 


Indian “Neutrality” 

Until the United States has clarified more than it 
has done so far its attitude toward remnants of colon- 
ialism in Asia and other continents, and toward con- 
flicts between whites and non-whites, wherever they 
may occur, it would be unwise for us to expect that 
India will irrevocably commit its destiny to the West, 
for which Washington is today the acknowledged 
spokesrnan. Many Americans, convinced that there can 
be no choice between the United States and the 
USSR, any more than there can be between right 
and wrong, have been bewildered and even angered 
by Nehru’s efforts to maintain an open mind and to 
avoid political and military commitments. How, they 
ask, can India hope to remain neutral in the world 
struggle between democracy and Communism, between 
the benevolent peace-minded West and the aggressive 
USSR, between good and evil? Does not Nehru sec 
that Russia and Communist China plan to conquer 
the world, and that India’s only hope for survival lies 
in close cooperation with the West? 

When arraigning India for its “neutrality,” most 
American critics forget that the young American re- 
public, faced then as India is now with the urgent 
necessity of achieving internal stability, forswore en- 
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tuation from India’s point 


of view, wha discover, from even a 


cursory study of tt history that India was aware ol 


the perils of Russian imperialism long before they be- 
ame noticeable here. The Indians, in fact, had been 
taught by the British in the 
of “the bear that walks like a man,” 


learned to keep watch at the 


nineteenth century to 


beware and under 


British command had 
Khyber Pass. When we talk to educated Indians about 


imperialism today, we find they are not as 


Russian 
unaware of it as we assume—-but we also find that 


people who experienced British imperialism are not as 


sure as we are that this is a policy followed solely 


by Moscow 
US Position on Colonialism 


The most effective way to convince the Indians that 
! 


Russia alone pursues imperialist objectives is to demon 
strate by our actions that we eschew all forms of 


perialism ideological and economic as well as ter- 


ritorial—-and to persuade our Western allies that they 


must set an example for Russia by abandoning im- 
perialist practices wherever they still persist. It is in 
ust meet Indian questions as to 


French in Indo 


this context that we n 
the reasons why we give aid to the 


Malaya; why we appear to 


china and the British in 


France in its contlicts with nationelists in 


side with 
unisia and Morocco; and why we insist on standing 
guard at Formosa on the basis of a unilateral American 
controversial island 


did with 


decision instead placing this 


under the aegis of United Nations, as we 
our (troops in Korea 

India still has to be convinced that the United 
States, no matter how good our intentions, will not 
through expediency slip into the groove of buttressing 
remnants of colonialism in Asia and the still import- 
of the West in Africa 
allegiance of Britain, France, 
North Atlantic 


tion. Today the United States faces the 


in order 
Belgium, 
Treaty Organiza- 


ant colonial Possessions 
to retain the 
and Portugal to the 
dilemma of 


holding the support of western Europe and thereby 
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losing the sympathy of colonial peoples, or losing 


Western support by urging liquidation of the rem- 
It is understandable that Amer- 
India. But it is im- 


nants of colonialism 
icans regret the “neutrality” of 
portant for us to realize that from the Indian point 
between 


while 


ol view we, too appe ar to be “neutral” es 


colony-owning nations and colonial peoples 
India, without qualifications, takes the side of the 
latter 


Approaches to Aggression 


No discussion of India’s “neutrality” can be com- 


plete without considering the reluctance of the Hindus 


to seek settlement of a controversy by resort to violence 
in striving 


t 


This reluctance caused Gandhi to insist that 


closest to the hearts of all Indians 


for the goal 
violence should be es- 


independence from Britain 
followed to the 


chewed, and non-violent methods bs 
which other peoples at the time 


as other-worldly, and which was 


end. This decision, 
may have regarded 
indeed far removed from the historical experience of 
nations in achieving sovereignty, made it possible for 
India to become independent without a carry-over of 
hatred for Britain 
Today thoughtful 
acts of aggression occur and that measures must be 
They believe, however, that 


Indians certainly recognize that 


taken to check aggression 
before using force, and particularly before threaten- 
ing to resort to atomic bombs and weapons, the West 
should devote more time to consideration of the many 
tangled issues involved in the particular case of ag- 
gression now on the United Nations agenda—-Korea 

and do more than has been done so far to negotiate 
with Communist China and with Russia about an area 
which, as the Indians see it, had been 
tention between Russia, China, and Japan long before 
Moscow, North 


a bone of con- 


the Communists came to power in 
Korea, or Peking 

Ihe Indians do not minimize the potential aggres- 
siveness of the Chinese and, in fact, drawing-on their 
knowledge of Asian history, point out that China has 
always been most expansionist when it has been most 
united internally under a strong government. They are 


not happy about the proximity of the Chinese in 
Tibet, and are anxiously 
Nepal. They find it difficult, however, to see how it 


will be possible for the United States, over the long 


watching developments in 


run, to overlook the existence of the Peking regime 
and the fact of its control over mainland China. not 
support of 


continued American 


whom they consider as the repre- 


do they 
Chiang Kai-shek, 
sentative of a vanished and decidedly 


approy e 


undemocratic 
regime, and place in the same category with two other 


Asian leaders for little regard 


FAR EASTERN SURVEY 


whom they have 





Emperor Bao Dai in Indochina and Dr. Syngman 
Rhee in the Republic of Korea. On the question of 
policy toward China there is no misunderstanding 
between India and the United States. There is a genu- 
ine divergence of views, based on different interpreta- 
tions of current developments, 

Many Americans, however, feel that there is a con- 
tradiction between India’s reluctance to join the West 
in the armed struggle against aggression in Korea and 
its insistence on maintaining armed forces in Kashmir, 
where, they feel, Indians have not displayed the spirit 
of conciliation they urge upon the United States in 
Korea. When this is pointed out to Indians, they are 
inclined to contend that Americans are unfair to 
India, and have consistently favored Pakistan on the 
Kashmir issue—although in Karachi the opposite be- 
lief exists that the Western powers have been unduly 
patient with Nehru. 

Without going into the intricacies of the Kashmir 
problem, may it not be true that when it comes to 
controversies like Kashmir and Korea, where vital 
interests are at stake, Indians and Americans are very 
much alike? Just as many Americans believe we have 
been absolutely right about the course we followed 
in Korea, and shrugged their shoulders when Nehru 
urged upon us a different course, so the Indians who 
feel strongly about Kashmir—and it should be noted 
that by no means all of them do—believe that they 
are completely right, and the Pakistanis (along with 
anyone who supports the Pakistanis) completely wrong. 

Perhaps the first step toward explaining India’s 
attitude on Kashmir and our attitude on Korea would 
be for both sides to admit ruefully that all of us are 
guilty of thinking our cause is just, no matter how it 
looks to others; that no nation can claim to be a 
repository of all the virtues; and that one’s judgment 
as to the other fellow’s claims depends not on some 
eternal principle but on the more lowly question of 
whose ox is being gored. If we can arrive at that 
chastened mood in both India and the United States, 
we might be more patient in accepting each other's 
criticisms about the respective conflicts. 


Nehru's View of Communism 

Overshadowing all differences of opinion about im- 
perialism, racialism, and neutralism is the issue of 
the attitude India and the United States take toward 
Communism, For some strange reason, in spite of the 
array of modern communications at our disposal, many 
Americans persist in believing that Nehru is “soft” 
toward Communism and, having a predilection for 
socialism, may well turn out to be a Communist him- 
self. This misconception continues to be current in spite 
of the fact, made known by all responsible American 
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t commentators, that at home Nehru has dealt firmly 


with Communists, many of whom are in jail; and 
that the most important organized challenge to the 
dominant Congress Party, headed by Nehru, during 
the recently completed general elections was that of 
the Communists, who returned members to the Na- 
tional Parliament and to the legislatures of several 
states and captured control of legislatures in three 
states—Madras, Travancore-Cochin, and Hyderabad 

On the question of the threat that Communism 
poses for democracy, then, there is a far greater area 
of agreement between India and the United States 
than is generally admitted here. American critics, how- 
ever, would like to hear Nehru denounce Communism 
in general, and Russian and Chinese Communism in 
particular, At this point, however, a genuine difference 
of opinion emerges. Nehru has been far more aware 
than most Americans that Communism is a symptom, 
rather than the cause, of the disease that has affected 
many of the underdeveloped areas. The cause, in his 
opinion—and his view is shared by those Americans 
who are familiar with conditions in Asia and the 
Middle East—is poverty, with all its concomitants of 
undernourishment or outright hunger, disease, illiter- 
acy, and prevailing dissatisfaction, all of which are 
grist to the mill of Communist organizers. 

While striving to check Communist encroachments 
on the political life of India, Nehru sees little to be 
gained by attacks on Russia and Communist China 
attacks which would hardly serve to feed, heal, clothe, 
and educate the Indian masses. What he is endeavor- 
ing to do under the Five-Year Plan, now in its second 
year of operation, is to improve conditions in agricul- 
tural areas in the hope of increasing food production; 
and to create opportunities, through the expansion of 
hydroelectric resources and multi-purpose river sys- 
tems, of ultimately providing employment in industrial 
undertakings for those who are taken off the land. 

The vastness of India, the size of its population of 
360 million, which is expected to reach 400 million 
by 1960, and the current pressure for improvement 
of the “human condition” in the shortest possible 
time, make it impossible in India—and this is truce 
also of other underdeveloped countries—to wait for 
the gradual process of capital accumulation and devel- 
opment by private enterprise which characterized the 
Industrial Revolution of the nineteenth century in west- 
ern Europe and the United States. The government, 
therefore, undertakes to guide and to participate in 
the development of India. But it does not reject out- 
side aid, either in the form of government loans or 
grants, such as the aid the United States is now giving 
to India, or of private investments, which are now 
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from the Western 


that the problems of an underdeveloped nation can- 
not be compared validly with those of a highly ad- 
vanced nation like the United States, and cannot be 
dealt with by the same methods to which we are ac- 
istomed here. Through our experience in India we 
discover that our quarrel with Russia and China 
t about the ends they are trying to achieve—ends 
essentially different from those that 
F India—but about the methods to 
he used. Ir ndia we have a matchless opportunity 
to demonstrate that democracy, without any attempt to 
wrce the Indians into acceptance of our economk 
tem, is superior to Communist dictatorship 
Thus India, in harmony with the attachment of 
the Hindus to non-violence, could become a new kind 
of battleficeld—a battlefield where the United States 
and other Western countries could demonstrate to 
Russia and Communist China that democracy can 
truly overcome the inheritance of colonial imperialism 
nd racialism, and bring about the Industrial Revolu- 


tion while preserving human freedoms 


| ips pipFicuLties which the young Republic of In- 
donesia faces today stem from the fact that some 
75 million people of the most divergent languages, 
customs, and social conditions have, by a sudden revo- 
lution in the name of freedom and democracy, been 
torn from a foreign but well-functioning administra- 
tion, and left to themselves. The small, educated In- 
doenesian upper class which at present bears political 
responsibility for this uninformed, largely illiterate 
1ass deserves the highest praise. The fact that their 
oworkers lack in administration is not 
eir fault, but the responsibility of the former rulers 
The main problem of Indonesia is the insecurity 
which still prevails throughout the country. The thefts 


and raids of recent months, abandoned estates, factor- 


t xprt nence 


ies closed down, ports which have been avoided, in- 
creased insurance premiufns—all this has done tre- 
mendous harm to the volume of production and for- 
cign trade. There is no talk of investment by foreign 
capital; rather, the exodus of capital is growing. The 
Indonesian government has taken energetic measures 
to restore security, but so far with only limited success 
The question is whether a permanent restoration of 
order is possible at all without a well-functioning police 
or military force. This demands considerable funds, 
suitable arms, and a modern organization; as long as 
the government lacks these things, it should not hesi- 
tate to request aid from the UN 

While it is understandable that the 
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people are touchy concerning their sovereignty, they 
should realize that foreign coopera‘ion in their 
future development is fully compatible with independ- 
ence and cannot be dispensed with. This applies first 
to the administration, where relations with the remain- 
ing Dutch officials are poor. The government should 
dismiss or transfer recalcitrant officials, replacing them 
with suitable experts from abroad; at the same time, 
as many young men as possible should be sent abroad 
for training in foreign government departments. 


Capital and Control 

Foreign cooperation is even more necessary in the 
economic sphere, and formal restrictions against the 
flow of trade must be lifted at once. Fears of abuse of 
Indonesian interests by foreign capital are unjustified, 
since contro] of capital is now under Indonesia’s juris- 
diction; the only obligation is to treat all foreign cap- 
ital by the same principles applied to native capital. 

No country outside of Europe has been able to de- 
velop modern techniques without the aid of European 
capital, and industry so developed can eventually be 
repurchased. If the demand for 51 percent participa- 
tion by Indonesians in every capital venture is en- 
forced, foreign enterprise will be scared away, for such 
investment cither cannot be put up by Indonesians at 
all or must be substituted by camouflage. 

The government must retain special controls over 
certain areas: the bank of issue; national resources of 
minerals, waterpower, and land; and the large trans- 
port enterprises. Influence on these enterprises by no 
means entails state ownership. Only very rich coun- 
tries can afford such a form of state socialism. 

The government should therefore retain power over 
such enterprises, merely rejecting the idea that they 
must be state-financed and stressing the attraction of 
private capital to ease the state’s burden. Government 
influence over concessions must be secured by legal 
regulations, licenses, and stipulations. Allocation of 
new concessions should consider stable financing, 
periodic surveys, length of operation of the business, etc. 
In most cases an option must be provided for the state 
to take over the enterprise on fixed conditions. Any 
state participation in profits should be fixed not only 
in money but also, at choice, in goods. A number of 
these enterprises might be brought under state owner- 
ship when the state’s finances have increased suffici- 
enily, with due regard for the contractual rights of 
former private owners. Legal regulation is desirable 
whereby concessions which are neglected will fall to the 
state after a certain period. 

While the government can promote betterment of 
the standard of living, this can come only from the 
work of the people. Decreased labor productivity, to- 
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gether with increased wage demands, has forced num- 
ecrous enterprises to close down, and therefore to dis- 
miss labor. Freedom can be no synonym for laziness; 
equality of civilization with the West can be achieved 
only by acquiring the virtues of the West, self discip- 
line, a sense of responsibility, and the will to work. 

Indonesia's development into a technically modern 
state depends at every turn on the relation between 
exports and imports. All technical machinery and in- 
dustrial installations must be imported from abroad. 
With foreign investments at present difficult to obtain, 
the main source of payments is exports, which cannot 
finance unlimited purchases. Priorities must therefore 
be assigned, with luxuries restricted. A planning com- 
mittee must determine the urgency of imports, stressing 
installations which serve to increase exports, 

Indonesia is fortunately easily able to meet its food 
requirements. Although sugar and tobacco earn more 
foreign exchange, rice planting should take precedence, 
at least to cover domestic needs. Crop, increases may 
be obtained by better tools and manuring, which re- 
quire foreign exchange, and by cultivation of new 
areas, involving only native capital and labor. 

The government's meritorious efforts to promote the 
cooperative system must be continued and intensified 
Community spirit may have to be developed first, and 
the government should not hesitate to use moderate 
coercive measures: the distribution of better tools and 
grants of rural credits can be made conditional on 
joining the cooperative movement. The Ministers of 
Agriculture and Religion must cooperate in any moral 
education necessary. Foreign experts may be required 
in the extension of the system; the German Raiffeisen 
cooperative system offers the best field for recruiting 
assistants, and study of its experience is desirable. 

Cooperative organization is also the best basis for 
supplying credits to the small farmer. The separate 
credit cooperatives must all be put under the central 
credit bank, the Bank Rakjat, which should confine 
itself completely to granting credits to its members. 

Since building up credit cooperatives requires time, 
the government should, in cases of unjustified indebt- 
edness, help the farmer by a legal moratorium on 
payment and if necessary a reduction of interest. Re- 
sponsibility for the amount, security, and cost of the 
credit should fall equally on both parties; but while 
government intervention is justified to correct former 
abuses, it should also give due protection to the 
creditor. 

Migration from over-populated centers, such as 
Java, to areas of Sumatra, Borneo, and Celebes which 
offer an abundance of fertile, uncultivated land, is a 
matter of life and death for Indonesia. Settlement of 
these lands would also solve the problem and fill the 
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Expat storage facili- 
ties in the great ports is urgently required for foreign 
trade. If the government lacks funds, it should at- 


tempt to reach agreements with foreign shipping 


ch construction, which can be left to the 


firms tor 


builders’ own use for a certain period. A desirable 


arrangement would be to establish for each port an 


autonomous harbor management representing govern- 


important shipping companies, shippers, and 


ment, 


consignors. The management would handle its own 


finances, including raising foreign loans to extend 
facilities 

The bitter but undeniable fact that Indonesia is 
almost entirely dependent on Dutch shipping both for 


foreign trade and for shipments within the archipelago 
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is a compelling reason for sensible cooperation. It will 
be years before Indonesian can supersede Dutch ship- 
ping, but a beginning should be made by creating a 
fleet of smal! While 
these can be purchased abroad, domestic construction 


vessels for inter-island traffic. 


hould also be started, as ample wood is available 


Indonesia is for the time being still at a disadvan- 
tage in lacking the raw materials required for its most 
important industries—cotton, which has not yet been 
itisfactorily cultivated, and iron, which exists in re- 


The desire 


for self-sufficiency in iron and textile manufactures 
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serves but will take some time to exploit 


and priority given to manufacture 
Wood is a major 


should be curbed 
of the country’s own raw materials 
asset: saw mills and match and box factories can 
easily be established; chemical treatment of wood, par- 
ticularly to fill world demand for cellulose, holds wide 
opportunities, though requiring foreign assistance. Con- 
sideration should also be given to industries utilizing 
lime, quartz, building stone, leather, tobacco, and horn 
and nacre. Apart from private initiative, the promo- 
tion and priorities of these industries must be deter- 
mined by the planning committee 

Indonesia for the first time faces the problem of 
a city proletariat, subject to all manner of revolu- 
propaganda. Increases in 


tionary and Communist 


city housing, a social and hygienic necessity, are dif- 
ficult because of material shortages and problems of 
water supply. Factories now being planned must there- 
fore be located in smaller centers or, if big cities can- 
not be avoided, in the outskirts of the towns 

Another serious problem is the shortage of electric 
power, which is presently curtailing manufacture in 
many factories. While output from present plants can 
be increased, new installations should be provided as 
soon as possible. The financial difficulty is that’ im- 
portation of the equipment is necessary; however, it 
should be possible to have a foreign concern erect 
installations in return for certain raw materials 

Vocational schools and courses, already successfully 
started by the government, must be extended as much 
as possible. Industries which need but lack apprentice 
systems, and importers of machinery and equipment 
requiring repairs, should be compelled to train work- 


ers 


The Labor Problem 

The greatest bottleneck of the Indonesian economy 
is the poor output of labor, especially of workers on 
estates and in cities. The government rightly realizes 
that the delusion that political freedom means an end 
to the necessity of economic effort mobilizes al] sub- 
versive political powers. Officials, fathers, teachers, 
and priests must rouse those under them to discipline 
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Indonesia needs labor legislation which lays dowr 
not only labor's rights, but also its duties. The German 
labor laws of the middle thirties should be studied as 
an example. While German social policy is to reserve 
technical, commercial, and financial management of 
an enterprise to the entrepreneur, communal coopera- 
tion within the enterprise is fostered, so that personnel 
are consulted concerning hygiene, work methods, voca- 
tional training, etc. Workers must cooperate with the 
entrepreneur in their own enterprise, while the labor 
union must limit itself to general social-political work. 

The most difficult problem in labor legislation is 
fixing wages. Wages should be fixed according to the 
individual's performance. Strikes and lockouts in such 
vital enterprises as transport, power, and civil admin- 
istration should be prohibited by law. A_ desirable 
method of settling wage disputes is the German sys- 
tem of the “trustee of work.” Independent of the gov- 
ernment in his decisions, this official leads negotia- 
tions to a settlement taking account of the interests of 
labor, business, and the public, and strikes or pro- 
tests against his decision require very strong justifica- 
tion. 

Indonesia’s wholesale trade is at present almost com- 
pletely in Dutch hands, although bad feelings make it 
very difficult for the Dutch firms to maintain their 
old position. German firms, which before the war 
were second in importance, should be brought into 
being again as soon as possible. The enormous amount 
of business experience and the trade and credit rela- 
tions built up by these firms can neither be replaced at 
an early date nor done without, The government's 
attempts to put Indonesian newcomers in the saddle 
by means of grants of credit and privileged issue of 
licenses have been a costly failure, leading to loss of 
credit and corruption. The necessarily slow buildup 
of competitive Indonesian firms may best be begun in 
interior trade, where such firms have a natural ad- 
vantage in their local knowledge and connections with 
the buyers 

In all towns with a large number of foreign trade 
houses, chambers of commerce should be established 
with Indonesian and Western firms members on an 
equal footing. The work of these chambers, which 
should be on an autonomous basis as far as possible, 
will give Indonesians the benefit of the experience of 
older firms. 

The Indonesian immigration office requires thor- 
ough reorganization, It is essential to foreign trade 
that business people have easy access without the end- 
less passport procedures still imposed on all foreigners 
except Netherlands citizens. It may be necessary to 
replace old officials, with Indonesians or with experi- 
enced foreign officials. 
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Indonesians will have to become more active in the 
home trade, which—particularly in the retail class— 
is mainly in the hands of Chinese, Indians, and Arabs. 
In retail trade, cooperative associations for communal 
purchase are desirable, and should include factories 
which pay their labor in kind 


Indonesia's Banking Needs 

Bankiug, in contrast with long-term planning fin- 
ance, must see not only that the moncy it lends is 
secuied, but that it is a short term credit. Since they 
have no relations with existing Dutch banks, new 
Indonesian firms need such a bank, which must be 
financed by the government. The Bank Negara, chosen 
for this purpose, has operated so far with govern- 
ment advances which have been spent on dubious 
credits. The bank must be freed of its old liabilities and 
provided with its own capital. Management must be 
under an expert who is acquainted with Eastern and 
Western trade and banking and who will promote 
Indonesian commercial circles on the world market. 

So far, the Javasche Bank has been the pillar of 
banking, carrying on commercial business and hold- 
ing a monopoly of monetary circulation. As this mono- 
poly, however, must be in a national Indonesian bank, 
the government is purchasing the total share capital, 
having decided to nationalize the Javasche Bank and 
allow it to continue to issue currency, It might have 
been better to delegate the monctary monopoly to an 
Indonesian bank. of issue, letting the Javasche Bank 
remain as a commercial house, for the government 
now must deal with the Dutch-oriented staff, and the 
bank wishes to continue its commercial operations. 

The function of the bank of issue demands govern- 
ment interference, to which the bank's commercial 
business would also have to be subject. While the Jav- 
asche Bank objects to this, Indonesian circles fear fav- 
oritism in the grant of credits to Dutch firms. The best 
way to mect this distrust is to restrict the bank to 
business which, does not allow discrimination. Dis- 
counting of bills would be such an area, since dis- 
count rates m force will generally be officially an- 
nounced. Loans at a fixed rate of interest on security 
ot marketable goods or officially noted stocks and 
bonds should also be permitted; but in order not to 
outbid private banks, the rate should be a bit higher 
than the discount rate of bills, The loan should stipu- 
late that a drop below a certain value or price mar- 
gin will result in immediate sale of the goods. 

On the other hand, grants of credit in current ac- 
count should be left completely to the private banks, 
which would then have to fear no competition from 
the bank of issue. At the same time, the latter, by 
possible increase or decrease of the interest rate, could 
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extend the credit systern and thus influence the amount 


of money in circulation 
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Another 
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ernment double the amount of his invoice at the of 


system operating in foreign trade is that 


Every exporter receives from the gov- 


ficial rate of exchange 
On the other hand, each importer must pay, in addi- 


one rupiah to the guilder 
tion to the amount of his invoice, twice that figure in 
import certificates purchased from the government 
That this systern must end is now generally agreed. 
Exports do not require special promotion, in view of 
world demand, and the revenue from import certi- 
icates is very uncertain. But the most harmful effect 
has been that the increased prices of import goods 
have had to carry the prices of home products; as a 
a decline of exports has also set in. Naturally, 


rate of exchange at 3:1 used in the certif- 


result 
the de facto 
icate system has not prevented change in the rate on 
the free market 

Although income frorn the sale of import certificates 
has been unreliable, a substitute must be found if this 
system is abolished. The obvious possibility of duties 
on imports must be evaluated separately for each case 
The only general principle is to recommend high duties 
desirability of protective 


on all luxury goods. The 


duties for beginning Indonesian industries requires 
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very careful consideration, so long as adequate pro- 
vision is not made for the most urgently needed con- 
sumer goods. Neither protective duties nor tax duties 
must cause an increase in the cost of living. If neces- 
sary, subsidies should replace protection by duties 

A young state which lacks capital is always threat- 

must fall back on 
It must therefore aim 


ened with inflation because it 
credits from the bank of issue 

at an iron economy in state expenditure, postponing 
everything if the needed income is not available, de- 
spite the desire to satisfy the voters’ wishes. At pres- 
ent, there is much talk of deficit spending all over 
but every expenditure not provided for in 
One should 


numerous 


the world 
the budget must be met in cash somehow 
not economize in the wrong place, however 
symptoms of corruption can be explained only by the 
poor payment of so many officials in the presently 
overstaffed administration 

It is difficult to get a quick, adequate picture of 
the state of finance at a given time under the Minis- 
try of Finance’s bookkeping system, carried over from 
the Dutch regime. A desirable step is to request a 
Western government to loan a few experts who can 
set up a modern system and train Indonesian officials 

Income and property taxes offer little promise in 
a pronounced small-farmers’ economy. They succeed 
only incompletely even in the larger towns, and tax 
policy should not lean mainly on the few areas of 
trade and industry. Taxes on the country’s products 
must also play a part, and should be levied as near 
the source as possible. While the government must 
decide to what extent major food crops should be tax- 
free after consideration of harvests, all of the actual 
coffee, tea, copra, palm kernels, rub- 
ber, et Products 
of large estates can easily be taxed. It would be dif- 
small 


trade products 
are suitable for regular taxation 
ficult and unnecessary to tax the individual 
farmer, since levies can be made as the products go 
through middlemen and first process manufacturers. 
Indonesia’s currency is threatened from outside by 
a passive balance of payments, and from inside by 
excessive use of the bank of issue for budget purposes. 
In addition to import and export balances, indebted- 
ness from loans and credits and invisible payments is 
of importance in the balance of payments, While In- 
donesia’s debt in loans and credits is not in itself high, 
it weighs heavier because it coincides with a serious 
disturbance of production due to political conditions 
This is psychologically aggravated by resentment of 
the obligations imposed on the young state by the 
Netherlands. Without suggesting repudiation of a debt 
taken over by contract, it would be desirable for the 
Dutch to grant postponements when difficulties arise 


in Indenesia’s balance of payments. 
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Indonesia’s foreign trade balance is resting on whol- 
ly favorable foundations. All exports are raw materials 
in demand by the whole industrial world, and their 
variety is so great that part of them will always find 
a market. 

Promotion of raw material exports by premiums or 
bonuses seems neither necessary nor desirable; on the 
contrary, certain raw materials in strong demand can 
bear taxation. The best way to promote exports is to 
restore order and security: crops such as sugar, tobac- 
co, and tea have been cut in half or more because 
neglect, and disturbances. 


of destruction, 


Necessity of Exchange Control 

In the import picture, however, government con- 
trol is absolutely necessary: to balance of payments 
equilibrium. Exchange control is therefore essential. 
The undesirability of the license system has already 
been discussed: the importer must be able to operate 
freely within the set limits. It would therefore be best 
to assign priorities to groups of goods, allowing free 
import of the groups in order, according to the avail- 
ability of foreign exchange. However, the govern- 
ment should retain freedom to make specific exceptions. 

Management of the exchange control should be in 
the hands of a council consisting of the Ministers of 
Finance and of Economic Affairs and the head of 
the bank of issue. Technical execution may best be 
given to the bank of issue, as the sole authority for 
the purchase and sale of exchange. The bank should 
regulate the rate of exchange according to supply 
and demand, by buying surplus or supplementing 
from its reserves, always aiming to keep the rate as 
stable as possible. When the bank finds continuous 
demand for exchange and a drain on its reserves, the 
exchange control should intervene with import re- 
strictions. 

The most important question, of course, is what rate 
of exchange will develop on such a free market. As 
noted before, the certificate system in foreign trade 
amounted to a de facto devaluation of the rupiah to 
a third of its original value, With the coming abolish- 
ment of the certificates, the Javasche Bank proposes 
to make the one to three relation official. The im- 
porter, as before, will have to pay three times the 
original official rate; the exporter will receive three 
times the original rate (instead of double), but will 
pay a tax of one-third. The proposal thus retains a 
disadvantage of the certificate system in that those 
who are simultaneously importers and exporters will 
still receive a third less for exports than they must 
pay for imports. 

Even with official recognition, the one to three rate 
remains restricted to imports and exports: the rate 
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of the free, black market (now about one to four) 
, will be followed by internal prices and all except fo- 
ficial foreign trade, especially in smuggling and flight 
of capital. Further devaluation to the black market rate 
would only raise import, and therefore domestic con- 
sumption, prices. Any parity can be maintained only if 
foreign trade is active and the balance of payments in 
equilibrium. However, the black market rate has been 
stable for some time, and its effect on the balance of 
payments does not appear to be great. 

Capital flight is a more serious problem, Smuggling 
requires immediate action, through a fleet of police 
vessels and high fines. The manipulation of export 
invoices is today a common symptom of lack of con- 
fidence and war fears which can be met only by a 
government's maintaining internal security, currency 
stability, and a friendly foreign policy. In these re- 
spects, Indonesia's great need is to improve domestic 
order. 

When this is achieved, the Indonesian rupiah is 
bound to become one of the hardest currencies in the 
world. Added to the lasting wealth of natural re- 
sources are the advantages that present prices for raw 
materials have increased the government's foreign ex- 
change reserves to about $150 million, and the bank 
of issue holds about 200,000 kilograms of gold. For a 
country in Indonesia's export position the foreign ex- 
change policy should be as free as possible, and will 
lead to lower internal prices, a halt to capital flight, 
and increased investments by foreign capital. 

The bank of issue’s operations must be in accord 
with state policy, and therefore the government must 
appoint its directors. Responsibility for the bank's 
policy should lie with the President, who sets general 
political-banking policy, and with the Director Gen- 
eral of the bank, for techniques of operation, But at 
the same time the danger of political abuses demands 
that major decisions and differences of opinion be the 
subject of open decision. If the operating managers 
of the bank feel unable to comply with decisions, they 
must be permitted to resign without giving up their 
contractual rights. A board of directors appointed by 
the government to advise these managers should con- 
sist of the President and six foreign and Indonesian 
representatives of trade, banking, industry, and agri- 
culture, The government must also appoint a govern- 
mental commissioner who will attend meetings and 
investigate all transactions, reporting frequently to the 
government. 

Inevitably, the Minister of Finance will at times re- 
quire temporary credit, which may be met by the bank 
of issue. A fixed limit to this credit is desirable, how- 
ever, perhaps a percentage of the credit side of the 
budget. Since the lack of a domestic capital market 





means that many urgent development plans will re- 
quire foreign or governmental financing, it should be 
considered whether the bank of issue can grant cer- 
tain credits to the state for economic investments, par- 
ticularly where quick returns can be expected. But the 
bank must always be able to restrict or extend credits 
according to the cconomic situation, but within the 
limits of the note issue; the government must not en- 
danger the stability of the currency through excessive 
use of the bank 

Although the budget shows a deficit, covered at 
present by a 1.4 billion rupiah credit from the Jav- 
asche Bank, this represents a 1.5 billion rupiah re- 
duction from the deficit of February 1950. Reduction 


has been effected with income from import certific- 


ates; but even when this system lapses, the govern- 
ment will be more than able to liquidate the debt by 
the revaluation of its gold reserves. At present these 
reserves are still booked at the old parity of one to 
one, and will give the state a book profit of at least 
1.7 billion rupiahs under revaluation 

The amount of banknotes in circulation should be 
related to the level of wages and prices and the turn- 
over of goods. The bank of issue will have to de 
termine, according to economic fluctuations, whether 
contraction or expansion of note is necessary to main- 
tain such a balanced relation. In the handling of its 
foreign exchange reserves, government policy must be 
in accord with the bank’s policy 

The government has fully recognized the discrepancy 
Indonesia’s visible natural wealth and the 
the slight success of its 


between 
poverty of its inhabitants 
efforts to remove economic shortcomings may be at- 
tributed largely to the youth and inexperience of the 
state. However, it must be recognized by the Indones- 
ian people that, if they wish to keep a free govern- 
ment, they must grant it enough power to maintain 
order and enforce the law. The slow and inefficient 
working of the state is a question of organization. To 
improve organization, the government should tempor- 
arily utilize foreign experts, but with due regard for 
the sensitivities of the people. 

This country has a future which can leed it stead- 
ily upward, if the people return to incustriousness, 


discipline, and order. The fact that this return has 


not yet taken place 
forms the crisis with which Indonesia is faced. 


not financial or economic prob- 


lems 


Indonesian Statement on Schacht 
Pre ss Rele ase of March 5, 19 2, Re public of Ind. nésia 


Information Office, New York 


The recent circulation of an e omic report sub- 


Republi Indonesia by Hialmar 


mitted to the 
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Schacht has encouraged inquiry into its reception by 
the Indonesian Government. 


First, those sections dealing with political, legal and 
considered 


international factors are not necessarily 
consistent with the position of the Republic, its con- 
stitution, or the feeling 91 the Indonesian people them- 
selves 

Second, those section. dealing with economic factors 
are being considered along with other specialized re- 
ports submitted to the Indonesian government by a 
technical mission from the United Nations, by econ- 
omic experts, and by such other groups as may have 
been solicited by the Indonesian government for views 
on economic improvement 

A growing economy such as Indonesia’s, develop- 
ing under circumstances that require granting incen- 
tives to both capital and labor, needs a great deal of 
attention and varied sources of advice. By procuring 
information from several differing expert groups the 
Indonesian government is able to profit by their ex- 
penences and to rationalize them for use in Indonesia 

Because Indonesia has so recently won its independ- 
ence, it is more aware than many others of the value 
of freedom. Its constitution, guarantecing freedom of 
speech, press, assembly, vote and religion, prevents the 
enactment of any law that will abridge these rights, 
even for the vague possibility that restriction of any 
of these freedoms could increase production. 

It is possible that no single economic theory will 
prevail in Indonesia. The needs of Indonesia and the 
ideas of the world will be merged for the benefit of 


our people 
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